Small Ingtitution Performance Evaluation
FFIEC November 13, 1995

GENERAL | NFORVATI ON

The Community Reinvestnent Act ("CRA") requires each federal financia

supervi sory agency to use its authority when exam ning financial institutions
subject to its supervision to assess the institution's record of neeting the
credit needs of its entire conmunity, including | ow and noderate-incone

nei ghbor hoods, consistent with the safe and sound operation of the
institution. Upon conclusion of such exam nation, the agency nust prepare a
witten evaluation of the institution's record of meeting the credit needs of
its community.

Thi s docurment is an evaluation of the CRA performance of First Security Bank
of M ssoula, Mssoula, Mntana, prepared by the Federal Reserve Bank of

M nneapolis, the institution's supervisory agency, as of Decenber 9, 1996.
The agency rates the CRA performance of an institution consistent with the
provisions set forth in Appendix Ato 12 CFR Part 228.

I NSTITUTION S CRA RATING: This institution is rated " Satisfactory."

The bank's satisfactory CRA rating is based on several factors. First, the
bank has mai ntained a strong | oan-to-deposit ratio since the previous

eval uation. Second, it has a substantial mjority of its loans in the
assessment area. Third, its lending in different incone census tracts is
reasonable and, finally, its lending in geographies of different incone |evels
inits assessnent areas is reasonable.
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The followi ng table indicates the performance |evel of First Sec
M ssoul a, M ssoula, Mntana, with respect to each of the five performance

criteria.

urity Bank of

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

FI RST SECURI TY BANK
M SSCULA, MONTANA
PERFORMANCE LEVELS

Exceeds
St andar ds
for
Satisfactory
Per f or mance

Meet s
St andar ds
for
Satisfactory
Per f or mance

Does Not Meet
St andar ds
for
Satisfactory
Per f or mance

Loan-to-Deposit Ratio

X

Lendi ng i n Assessnment Area

X

Lendi ng to Borrowers of
Different | ncone Levels and
to Busi nesses of Different
Si zes

Ceographic Distribution of
Loans

X

Response to Conpl aints

No CRA conpl aints were received
since the previous eval uation
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DESCRI PTI ON OF | NSTI TUTI ON

Based on its size and financial condition, the bank is able to neet the credit
needs of its assessnent area effectively. The bank received an outstandi ng
CRA rating at its previous evaluation. It has three offices, all located in
M ssoul a. The bank made the Gateway office a full-service branch since the
previ ous evaluation. The bank has not cl osed any offices since then, and it
does not own an automated teller nachine.

The bank has grown 45. 3% si nce the previous evaluation. According to the

Sept enber 30, 1996, Report of Condition ("ROC') data, the bank's total assets
are $121.8 mllion; according to the March 1995 ROC, the bank's total assets
were $86 million. Net loans were $85.7 million as of Septenmber 30, 1996, as
compared with $62 mllion as of the end of first quarter 1995. Bank
managenent attributes the growh to aggressive community activity, marketing,
and credit ascertai nnent by the bank's | ending officers. The bank's |oan
portfolio is 60.7% conmercial, 26.3%consuner, 11.8% consuner real estate, and
1.2% ot her | oans. The bank's loan portfolio m x has remained relatively
stabl e since the previous eval uation.

The bank of fers many commerci al and consuner | oan products. For exanple, the
bank provides the foll owi ng consuner real estate |oan products: construction
nmobi | e honme, adjustable rate nortgage, Federal Housing Adm ni stration, Depart-
ment of Veterans Affairs, and Montana Board of Housing. The bank also offers
Smal | Busi ness Administration ("SBA") |oans. As of our evaluation, the SBA
ranked the bank first in | oans generated and third in dollars borrowed in

Mont ana. The bank al so provi des cl osed- and open-end | oans for a variety of
CONSuITer pur poses.

DESCRI PTI ON OF FI RST SECURI TY BANK OF M SSOULA' S ASSESSMENT AREA

The bank's assessment area follows the boundaries of Mssoula County, Mntana.
The bank has three offices, all located in Mssoula. According to the 1990
census data, the bank's assessment area has a total popul ation of 78, 687.

Local nenbers of the comunity famliar with M ssoul a's denpgraphi cs and
econom ¢ devel oprment climate who were contacted as part of the CRA eval uation
provi ded 1996 econom c data indicating that the popul ation had increased to
87,130--approxi mately 11% growth since 1990. These contacts indicated that

M ssoul a County has been experiencing a 9% popul ation growth rate during the

| ast two years. The population growh is the result of individuals relocating
to the area, primarily fromthe West and M dwest.

The University of Montana is located in Mssoula. Econom c data provided by
the contacts revealed that the university had a total student popul ati on of
11,886, or approximately 14% of the total assessnent area popul ation. The
contacts consider the university to be a major industry in M ssoul a.

Conmuni ty contacts al so indicated that other major enployers in Mssoula are
in the trade center sector. This sector consists of whol esale and retai
merchants, nedi cal services, and financial and insurance services. Wod and
paper product suppliers and the governnment al so contribute to the econony in a
signi ficant way.

Bank managenent and a | ocal conmunity government official famliar with
housing in Mssoula noted a | ack of affordable housing in Mssoula. They
noted t hat because of the popul ation growh, the demand for affordabl e housing
has i ncreased.

M ssoul a County has not been designated a netropolitan statistical area
("MBA"). However, the county is conposed of 19 census tracts. Five of the
census tracts are classified as | ow and noderate incone. The renaining 14 are
classified as m ddl e and upper incone.
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CRA divides inconme into four categories: |ow noderate, mddle, and upper
Because the bank's assessment area is not in an MSA, the categorization of a
borrower or geography's inconme is determned relative to the statew de
nonnmetropolitan median famly income. Lowincone individuals have incones of
| ess than 50% of the statew de nonmetropolitan nmedian famly inconme, while
noder at e-i ncone i ndi vi dual s have incones of at |east 50% but |ess than 80% of
this amount. The regul ation defines a mddle-inconme individual as one with an
i ncome of at |east 80% but |ess than 120% of the statew de nonnetropolitan
median famly inconme. An individual with an income that is 120% of the
statew de nonnetropolitan median famly income is considered upper incone.
Census tracts are classified using simlar categories based on the |evel of
median famly incone in the geography.

The 1990 census data indicate that Montana's statew de nonnetropolitan nmedian
famly income is $27,352, while its nedi an household incone is $22,345. The
nedian famly income for the assessnent area is $30,360, and the nedi an
househol d i ncone is $23,388. According to the 1996 Departnent of Housing and
Ur ban Devel opnent data, the statew de nonnmetropolitan nedian famly incone in
Montana is $34, 700.

The census data indicate that 23.3% of the assessnent area population is
classified as | owincome households, 15.7%is noderate incone, 17%is mddle

i ncome, and 44.1%is upper inconme. In addition, the census data indicate that
18.9% of the famlies are classified as |ow inconme, 15.5% are noderate incone,
20.2% are mddl e income, and 45. 4% are upper income. The nunber of househol ds
in the assessnent area bel ow the poverty |level equal 17.7%

As previously nentioned, the bank's assessnent area includes five census
tracts that are classified as | ow and noderate incone. Census tract 5.00 is
classified as |ow income. According to the bank, this census tract conprises
much of the canpus of the University of Montana. According to the 1990 census
data, this tract has a total population of 1,495, or approximtely 2% of the
total assessnent area popul ation. Census tracts 2.01, 3.00, 7.00, and 10.00
are noderate-inconme tracts. Census tracts 2.01, 3.00, and 7.00 are |located in
the northern region of Mssoula and are zoned primarily for conmercia

devel opnent. Tract 10.00 is located in the southwestern portion of M ssoul a.
The four noderate-incone census tracts have a total population of 13,811, or
approxi mately 18% of the total assessnment area population. 1In addition

census tract 3.00 is located directly north of census tract 5.00 and consists
of nmostly rental housing.

The remai ning 14 census tracts are classified as m ddl e and upper incone.
According to 1990 census data, the mddl e-incone census tracts have a tota
popul ati on of 35,681, which is approximtely 45% of the total assessnent area
popul ati on. The upper-incone census tracts have a total popul ation of 27,700,
or 35% of the total assessnent area popul ation

Along with information obtained frominterviews with bank nmanagenent,

exam ners contacted a tribal official and community nmenbers famliar with
econom ¢ devel oprment, housing i ssues, and denographic data in the assessnent
area. Information fromthese contacts was used to eval uate the bank's CRA
per f or mance.

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

The bank has done a satisfactory job of neeting the credit needs of its
assessment area. Mich of the analysis on the followi ng pages was based on a
statistical sanmple of 109 small business, 167 consuner, and 109 consuner rea
estate loans originated in the six nonths preceding the evaluation. The
following criteria were reviewed in determning this rating.

LOAN- TO DEPCSI T RATI O ANALYSI S
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The bank's | oan-to-deposit rati o exceeds the standards for satisfactory
performance based on the ratio's consistently strong |l evel, the bank's
conmuni ty devel opnent |oan activity, and the bank's status as the | eading SBA
| ender in Montana. The bank's net |oans and deposits have grown by 38% and
41.5% respectively, since the previous evaluation. The bank attributes the
gromh to its aggressive |lending practices and cross-selling deposit accounts.
The bank's quarterly average |oan-to-deposit ratio since the previous
evaluation is 76.8% The followi ng table, based on quarterly ROC data, shows
the quarterly | oan-to-deposit ratio since the previous eval uation

Net Loans Deposits Loan-t o- Deposi t
Dat e (i n thousands) (i n thousands) Rati o
Sept enber 30, 1996 $85, 772 $110, 508 77. 6%
June 30, 1996 $77, 125 $100, 074 77. 0%
March 31, 1996 $72, 521 $ 97, 266 74. 5%
Decenber 31, 1995 $72, 223 $ 93, 861 76. 9%
Sept enber 30, 1995 $67, 566 $ 91, 196 74. 0%
June 30, 1995 $65, 002 $ 85,128 76. 3%
March 31, 1995 $62, 027 $ 78, 064 79. 4%

According to the Septenber 30, 1996, Uniform Bank Performance Report ("UBPR'),
the bank's | oan-to-deposit ratio for the quarter places it in the

74th percentile of its peer group banks. Econom c data provided by comunity
contacts indicate that there are five banks, three savings and | oans, and
three credit unions in Mssoula. Three of the five banks are | arge regiona
banks. Two of these institutions maintain their headquarters in M nneapolis,
M nnesota, while the other's main office is in Billings, Mntana

Accordingly, examiners are not able to obtain financial information on branch
of fices of large regional financial institutions. The remaining conpeting
bank in Mssoula started operations approxi mately 24 nmonths ago. It would be
i nconclusive to conpare the | oan-to-deposit ratio of the subject bank to the
conpeti ng bank.

As di scussed under Description of the Institution section, the bank offers a

| arge variety of |loan products that benefit the community. The | oan-to-
deposit ratios identified in the table on the precedi ng page do not include
the | arge volume of commercial and real estate |oans sold since the | ast
evaluation. [If included, the bank's |oan-to-deposit ratio would increase by a
few percentage points. |In addition, the bank is an active SBA | ender
According to the SBA, the bank is ranked first in Montana for SBA-guarant eed

| oans originated and third in total dollars borrowed. 1In fact, it ranks ahead
of large regi onal banks that have branch offices in Mssoula. In addition
Rocky Mountain Statistics Informati on Services of Salt Lake City, Utah
("RVB"), provided the bank with data that indicated as of Septenber 1996, it
was the nost active real estate lender in the Mssoula area

The bank has al so made the following cormmunity devel opnent | oans since the
| ast eval uati on:

. The bank established a large Iine of credit for an affordabl e housing
or gani zati on.

. In Novenber 1996, the bank approved a large |loan to construct a
multi-unit apartment conplex for |ow and noderate-income senior
citizens.

. In Novenber 1995, the bank approved a large | oan to construct a
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mul ti-unit housing conplex for | ow and noderate-incone people who
have Al zheimer's di sease.

Based on its continued strong | oan-to-deposit ratio despite heavy growth in
deposits since the previous eval uation, active participation in conunity
devel oprment | endi ng, the UBPR ranking, and status as the top SBA |l ender in
Mont ana, the bank's | oan-to-deposit ratio exceeds the standards for
satisfactory perfornance.

COVPARI SON OF CREDI T EXTENDED | NSI DE AND QUTSI DE THE ASSESSMENT AREA

The bank's lending activity within its assessnent area exceeds the standards
for satisfactory performance. In the six nonths before the evaluation, the
bank made a substantial majority of its |loans to residents and businesses in
its assessnment area. The table on the next page reflects the percentages of
smal | busi ness, consumer, and consuner real estate |oans by total nunber and
dollar anobunts originated within the assessnent area.

PERCENTAGE OF LOANS I N THE ASSESSMENT AREA
Maj or Loan Product Lines Total Number of Loans | Total Amount of Loans

Smal | Busi ness 87 88
Consumer 87 92
Consuner Real Estate 83 83

The data for the percentages listed in the table are based on a statistica
sampling of small business, consuner, and consuner real estate |oans
originated in the six nmonths before the evaluation. As previously discussed,
t he bank's assessment area follows the M ssoula County border. The vast
majority of the loans originated are |l ocated in the bank's defined assessnent
area. The consuner real estate percentages are slightly bel ow the other
percentages as a result of sales of real estate | oans on the secondary nmarket.

In addition, the bank is attracting borrowers who reside outside the
assessment area. Also as discussed previously, according to RV, the bank is
ranked first in the Mssoula area for real estate nortgages originated and
dollars borrowed. Based on the |arge percentage of loans withinits
assessment area for all loan types in the sanple, the bank exceeds this
category's standards for satisfactory perfornmance.

LENDI NG TO BORRONERS OF DI FFERENT | NCOVE LEVELS AND TO BUSI NESSES OF DI FFERENT

SI ZES

The bank's |l evel of lending to individuals of different inconmes and to

busi nesses of different sizes is reasonable and neets the standards for
satisfactory performance. As previously nmentioned, 1990 census data indicates
that the bank's assessnent area's total population is 78,687. Lowincone
househol ds conpri se 23% of the assessment area, noderate-income househol ds
conprise 16% m ddl e-i ncome househol ds conprise 17% and upper-incomne
househol ds conprise 44%

The data in the table on the next page, based on a statistical sanpling of

| oans originated during the six nonths before the evaluation, reveal that the
bank extends 32% of its consumer |oans and 17%of its real estate loans to

| ow and noder at e-i nconme borrowers.
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DI STRIBUTTON OF LOANS | N THE ASSESSMENT AREA
BY BORROAER | NCOVE LEVEL*

Low Moderate | Mddl e Upper
Loan Type I ncone I ncome I ncone I ncome
Consuner
Total Number of Loans 14% 18% 22% 46%
Total Anopunt of Loans 11% 17% 25% 47%
Consuner Real Estate
Total Number of Loans 3% 14% 26% 57%
Total Anopunt of Loans 2% 11% 23% 64%

*I ncone | evel 1s determned based on Montana's 1996
nonnmetropolitan median famly incone of $34, 700.

The | evel of consuner lending to | ow and noderate-income borrowers is
reasonabl e when conpared with the popul ation of |ow and noderate-income
househol ds in the assessnent area. Specifically, 39% of the househol ds are

| ow and noderate incone, and the table shows that 32% of the sanpl ed consuner
| oans are nmade to borrowers of that income category. The slight discrepancy
is attributed to the significant student popul ation attending the University
of Montana. Typically, students, who conprise 14% of the assessnent area's
popul ati on, have very limted demands for consumner | oans.

As for consuner real estate lending, the |l ow |l oan origination percentages in
this category for lowincome individuals is due to a couple of factors.
First, local conmunity contacts famliar with the Mssoula real estate market
i ndi cated that housing prices in the Mssoul a area have been i ncreasing.
Uni nproved | ots cost a mi ni mum of $30,000 to $35,000. Al so, economc
informati on as of Cctober 1996 indicates that the average housing sale price
is $123,642. Less than 10% of the owner-occupied housing units in the
assessment area have val ues bel ow $40, 000 wi th anot her 31% between $41, 000 and
$60, 000. Community contacts noted these higher prices have prevented
nonprofit organizati ons and government agencies from purchasing real estate
for affordabl e housing devel opnment. Al so, higher housing costs prevent |ow
and noderate-incone individuals fromaqualifying for nortgage | oans because
they do not have the personal incones to qualify for the higher |oan anounts.
Borrowers who neet the definition of |ow and noderate incone had i ncones of
| ess than $24,300 in 1996.

Second, the bank foll ows secondary-nmarket underwiting guidelines in approving
credit requests. The underwiting guidelines provide the bank with
conservative lending criteria it must followto sell real estate |loans. The
drawback, however, is the guidelines are nore difficult typically for |ow and
noder at e-i ncone applicants to neet.
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The bank's | endi ng percentages in the remaining i ncone categories slightly
exceed the denographic pattern of the assessnent area. The percentage of
consuner | oans originated to upper- and m ddl e-i ncome househol ds (68% closely
approxi mates the percentage of upper- and m ddl e-i ncone households in the
assessment area (61% . The percentage of consuner real estate |oans
originated for upper- and m ddl e-i nconme househol ds (83% exceeds the
percentage (61% of upper- and m ddl e-i ncone househol ds in the bank's
assessment area. However, the previously mentioned econom c information

provi ded indicates that the demand for housing in this income category is
strong.

The bank originates alnost all of its comrercial |oans to small businesses.
The six-month statistical sanpling of comercial |oans to small busi nesses
i ndi cates that 96% of the small business |oans originated had gross revenues

of $1 mllion or less. In addition, 88% of the small business | oans sanpl ed
had | oan amounts | ess than $100,000. As previously nentioned, the bank i1s the
| eading SBA I ender in Montana. In addition, the bank actively sells

participation interests in small business | oans.

As noted above, there is Iimted demand for consuner |oans froma |arge
segnment of the | ow and noderate-incone comunity; the cost of housing in the
assessment area is very high relative to the incomes of |ow and noderate-

i ncome borrowers; and the bank's lending is heavily concentrated in snal

busi ness I oans. Accordingly, the bank's record of |ending to borrowers of
different inconmes and busi nesses of different sizes neets the standards for
satisfactory perfornance.

GEOCGRAPHI C DI STRI BUTI ON OF LQANS

The distribution of the bank's | oans to geographies of different income |evels
i s reasonabl e and neets the standards for satisfactory performance. As
previously discussed, the bank's assessnent area includes 19 census tracts.
One census tract is classified as low inconme, four are classified as noderate
i nconme, and the remaining 14 census tracts are classified as mddl e and upper
income. The following table indicates the bank's lending pattern within its
assessnment area, based on the incone |evel of the census tracts.
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DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA BY CENSUS TRACT | NCOVE LEVEL

Low- | ncone Moder at e- I ncone | M ddl e-1 ncone | Upper -1 ncomne
Loan Type Census Tract Census Tracts |Census Tracts | Census Tracts

Smal | Busi ness

Per cent age of 0 37 36 27
Total Loans

Per cent age of 0 45 33 22
Loan Anounts

Consuner

Per cent age of 0 19 45 36
Total Loans

Per cent age of 0 18 42 40

Loan Anpunts

Consuner Rea

Estate

Per cent age of N A 19 45 36
Total Loans

Per cent age of N A 15 49 36

Loan Anpunts

As previously nentioned, 2% of the assessment area's popul ation resides in the
| ow-i ncone census tract. The table indicates that the bank did not originate
any loans in the lowincome census tract. This is explained by a couple of
factors. The | owincone census tract includes nost of the University of

Mont ana canpus. The tract largely consists of student rental housing
dormtories, and university buildings. The bank noted that college students
do not usually borrow funds. Also, there are no snall businesses |ocated in
this tract. (The percentages for consunmer real estate are not applicable,
based on the 1990 census data indicating that there are no owner-occupi ed
housing units in this tract.)

The noderate-income tracts have 18% of the assessnent area's popul ation. The
bank' s consuner and real estate lending in these tracts closely approxi nmates
t he percentage of the popul ation that resides in these tracts (18%. The
bank's lending in the mddl e- and upper-inconme census tracts for these
categories of lending also closely approxi mates the percentage of the

popul ation that resides in the those tracts (45% and 35% respectively).

The bank's smal | business | oan portfolio conprises the |argest percentage of
the entire | oan portfolio, approximately 60% The table shows that nore snal
busi ness | oans are nade in the noderate-incone census tracts than in the

hi gher incone tracts. (As previously nentioned, there are no small busi nesses
located in the lowincone tract.) Concern over the lack of lending in the

| ow-i ncone census tract is mtigated by the relatively high percentage of
smal | business lending in the noderate-incone tracts and the solid | ending
percent ages for consuner and consumer real estate |loans. As previously

menti oned, the bank is the | eading SBA | ender in Mntana and conmmunity
contacts indicated that the bank is a community | eader for small business

l ending. Also, community contacts indicated that the bank is one of the nost
actively involved financial institutions in |ow and noderate-income housing
proj ects.

Overall, the distribution of the bank's | oans anbng geographi es of different
i nconme levels is reasonabl e and neets the standards for satisfactory
performance. This conclusion is based on the reasonable | evel of consunmer and
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residential real estate lending in the noderate-, mddle- and upper-incone
tracts (which approximates the percentage of population in those tracts) and
the relatively strong | evel of small business |ending in the noderate-incone
tracts.

GENERAL

The eval uation did not reveal any practices that are inconsistent with the
substantive provisions of the fair I ending and fair housing | aws and

regul ations. The evaluation revealed an isolated violation of the technica
aspects of Regulation B's Equal Credit Qpportunity Act. Managenment prom sed
pronpt corrective action. 1In addition, the bank has not received any CRA
conpl aints since the | ast evaluation

10
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PUBLIC DISCLOSURE

December 9, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

First Security Bank of Missoula
Name of Depository Ingtitution

093007710000
I dentification Number of Ingtitution

Missoula, Montana
Address of Ingtitution

Federal Reserve Bank of Minneapolis
250 Marquette Avenue
Minneapolis, Minnesota 55401-2171

NOTE: This evaluation is not, nor should it be construed as, an assessment of the financial condition of
thisingtitution. The rating assigned to this ingtitution does not represent an analys's, conclusion,
or opinion of the federal financial supervisory agency concerning the safety and soundness of this
financial ingtitution.



